Abstract. Simply viewing FDI and trade as either alternatives or complementary modes of internationalisation can be biased. Therefore, this paper aims at answering the question of how inward FDI influences a country's trade. The case of Singapore shows inward FDI facilitate trade and economic development subject to specific contexts. During the miracle economic development process of China, what kind of roles that the inward FDI has played has to be answered. This work statistically examined the data between China and OECD countries from 1988 to 2012, and proved that there is a complementary relationship between inward FDI and exports of China.
Introduction
Foreign direct investment (FDI) is one of the economic activities that mostly symbolise the trend in the contemporary global economy, and is closely related to international trade. Both FDI and international trade play increasingly influential roles and interact with each other in the rapid economic globalisation process. Inspired by the case of Singapore, many developing country, such as China, are trying to promote trade volume and improve economic development by attracting FDI inflows. Many experts believe that FDI flows, especially the FDI inflows, can really improve the trade volumes and strongly contribute to a country's economic development. This study attempts to demonstrate how FDI influences a country's exports by examining data of China, aiming to prove that a developing country can improve its economy status by utilising the FDI inflows.
So far, the influences posed on trade by FDI remains an unresolved question. Insights into the FDI-trade relationship will contribute towards a better understanding of the internationalisation process and its potential impacts on economic growth, both of home and host country. Identifying the FDI-trade relationship is important for policy making. Take Singapore as an example, Singapore has made great efforts, including the policy changes and the establishment of institutions dedicated to attract FDI, in particular, the US FDI since 1968. Owing to these enormous efforts, the effects of which persisted for the next three decades, Singapore has successfully achieved remarkable improvements in comparative living standards and economic status by utilising US FDI [1] . Inspired by the successful example of Singapore, many less developed countries have enthusiastically engaged in activities that aiming at attracting FDI and increasing trade, in the economic globalisation ever since the 1990s. A major reason that developing countries would like to attract direct investment from more advanced countries and get involved in globalisation is potential technology spillovers [2] . Most of these developing countries believe that foreign affiliated firms have higher levels of total factor productivity and it is hoped that foreign affiliated firms would bring superior technologies, new business models, innovative management and marketing know-how to the host country [3, 4] . Borenstein et al. [5] concluded that, the main channel through which FDI contributed to economic growth was by stimulating technological progress, rather than by increasing total capital accumulation in the host country. In addition, the entry of foreign firms' increases competition in the host country, thereby further stimulating domestic firms to operate more efficiently [3] . Moreover, many studies suggest that the spillover effects of FDI promote host countries' exports by improving the productivity of local firms [6, 7] . Studies of China also prove such kind of linkages between trade, FDI and economic growth. For example, Liu et al. [8] indicated that the economic development, exports and FDI appeared to be 
Hypothesis and Data Collection
The motivations of FDI from developed countries to developing countries are crucial in determining the relationship between trade and FDI. According to Lemi [9] , most FDI activities from developed countries to developing countries are undertaken by resource seekers. Abundant natural resources and low labour costs in developing countries attract even larger amount of FDI from developed countries. Thus, most MNCs from developed countries tend to move their whole or a part of production lines to developing countries to minimise the cost of production. This is consistent with vertical integrated MNCs theory. As Yi [10] and Hummels et al. [11] reveal, MNCs have increasingly conducted different stages of production in different countries. In particular, they have set up operations in low-cost countries for labour-intensive production, and then used them as export platforms. As a result, a significant percentage of export from those low-cost countries is made by foreign affiliates in these countries [12] . In other words, inward FDI from developed countries facilitates lagged exports of developing countries, and low labour costs and abundant natural resources of FDI host countries both contribute to a complementary relationship between inward FDI and exports.
In this study, a pooled regression using panel data spanning over the time period of 1988 to 2013 and cross approximately 23 OECD developed countries and China is used. In the analysis of pooled panel data, there are two main models, fixed effects model and random effects model. In this analysis, both fixed effects model and random effects model are applied. Therefore, the hypothesis of inward FDI influences posed on exports is specified as:
where LC it is the labour cost differences between country i and China in year t, NTC it is the natural resource endowments of China compared with country i in year t represented by the ratio of exports of energy and primary products to total exports to OECD countries. Both β 1 and β 2 are expected significantly positive. At least one of β 1 , β 2 ,…β n+1 is expected to be significantly positive negative, none of them are significantly positive.
We denote the exports and inward FDI not by volume or level, which is quite different from some of previous studies. The explanation for choosing share rather than volume as the proxy is three fold. First, the volume variable is usually not stationary; therefore it is not suitable to be used in regression analysis. Second, FDI flows, especially outward FDI flows of China are negative in many years, which make using the logarithmic form of volume impossible. Third, due to the large negative numbers in FDI flows, the growth rate of FDI cannot be applied either, mainly due to that it will cause significant errors. Using the share of FDI solves all of the above mentioned problems. It is stationary, it can deal with large negative figures properly, and moreover, it depicts what happens in the real world appropriately. Therefore, the share of exports and share of inward FDI are applied in this study. All the annual data are collected from OECD databases to maintain the consistency between all data. The period spans from 1988 to 2012. Table 1 presents the regression results of the effects of inward FDI on exports. Overall, our hypothesis that inward FDI promotes exports is accepted with the reported estimation results. In Table 1 , the regression results under the random effects specification report positive coefficients for all the contemporary inward FDI and lagged inward FDI variables, all being significant at the 1% level. With the fixed effects model, significantly positive coefficients are observed for contemporary inward FDI and inward FDI lagged between one and three years. While the coefficient for the inward FDI variable at lag 4 is significantly negative, its size is less than one fifth of the coefficient for the inward FDI variable at lag 3 that is positive and significant at a higher level of 1%. The F-statistic shown in Table1 is significant at the 1% for the analysis, indicating that the model we suggested is able to explain the relationship between inward FDI and exports. Note: * indicates significance at the 10% level, ** indicates significance at the 5% level, *** indicates significance at the 1% level.
Results Analysis
Breutsh-Pagan statistic reported in Table 2 is significant at the 1% level as well, indicating the random effect model is more appropriate than the OLS model in estimating the relationship between inward FDI and imports. Table 2 also shows the Hausman test results for the regression, which support the regression results with fixed effects. Therefore, the fixed effects model is the most suitable model. Due to the similarity of regression results with random effects and fixed effects, the relationship between inward FDI and exports is not influenced. Inward FDI of China is believed positively influence China's exports strongly. Moreover, the regression results also indicate that FDI from OECD countries to China is motivated by natural resource exploitation. The coefficient of natural resource endowment of China is significantly positive at the 1% level, which further supports that FDI driven by resource exploitation complements exports. The abundant natural resource endowment of China attracts MNCs from OECD countries to undertake direct investment in China. MNCs produce the products using the relative abundant natural resource in China to reduce the production costs, and then export those intermediates or final products to OECD countries or other countries. Therefore, the exports of China are promoted. In a word, the abundant natural resource of China leads to a complementary relationship between inward FDI and exports.
However, labour cost differences between OECD countries and China are found to significantly negatively influence the exports of China at the 5% level, which is different from hypothesis. As discussed before, large differences in labour costs between OECD countries and China would make MNCs to be more willing to produce the products in China, by which they could utilise the cheap labour in China to reduce the production costs and then export those products. Therefore, similar with the role of natural resource endowment, a positive coefficient is expected. However, there does not seem to be an association between China's exports to OECD countries and labour cost differences between China and OECD countries. So, labour costs themselves are not a deterrent to export in the case of OECD countries and China.
Conclusion
In conclusion, inward FDI complements exports of China. A positive spillover effect of inward FDI is posed on Chinese domestic firms and promotes the exports of China. Whereas the natural resource endowment of China is positively related with China's exports, which supports the complementary relationship between inward FDI and exports.
